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Ohio began its medicaid proyram on July 1, 196¢. Puring
1967, the State spent $50.6 miliion to provide medical services
to a monthly average of about 300,000 eligibles individuals. In
its 11-year existence, Ohio‘s medicaid program costs increased
tenfold, and the number of eligibles increesed 143%. Over the
same period, medicaid costs increased about 1,500% nationwide.
Findings/Conclusions: Ohio has limite® many of its beaefits in
efforts to contain the large yearly increases in medicaid costs,
but these limitations have not always resulted in sufficient
~2vings to balance medicaid Ludgets. The 35tate has occasionally
t.ied to temporarily cut medicaid bensfits and reimbursement
rates for providers; these efforts have been only partially
successful. Chio used incorrect eligibility cri¢eria and
procedures which resulted in about 26,000 ineliqgibles receiving
medicaid, and many who should have been eligible vere Aenied
benefits. Reports which were used to set nursing home payment
rates included unallowable costs which inflated payments to
nursing homes., While the State was overpaying nursing lLiomes for
services they provided, Ohio's ceilings on nursing home payments
vere inadeanate for the costs incurred by patientc needing
skilled nursing. Becauses of a lack of controls, Ohio paid sose
providers ii excess of the amounts allowed for Federai sharing.
Recommendations: The State of Ohio should revise its mediceid
eligibility requirements and deterainatior procedures to coaply
vith Pederal regulations. It should: assess the usefulness of
medicaid eligibility requixements for allowable personal
resources, strengthen the control procedures developed to ensure
correction of errors, and examine the administration of medicaia
and other welfare prograss by county welfare departments. The



State should also: luprove the medicare buy-in program, improve
control of medicaid extensions for terminated APFDC recipients,
obtain Federal financial participation for paid medical expenses
of general reiief recipients subscquently found eligible for
redicaid, take action to minimize excessive medicaid payments by
estitblishing controls to prevent payments to practitioners
exceeding the upper limits, audit nursing homes whose cost
reports are used tn davelop cost ceilings, and assess its audit
capability to determine what it nceds to comply with the Pederal
19680 field aundit deadline. (RRS)
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Improved Administration Could Reduce
The Costs Of Ohio’s Medicaid Program

Miilions of ddollars could be saved in
Ohio’s Medicaid program by

--ir creasing payment rates for skiiled
nursing facilities so that they will
accept patients who presently are
forced to remain in more expensive
hospital beds and

~irnproving the administration of pro-
grams related to eligibility deter
minations.

GAOQO identified weaknesses in the pro-
cedures wused to (1) set provider reim-
bursement rates, (2) control the use of
medical services, and (3) process claims
for payment.

Failure to follow appropriate administra-
tive practices hac resulted in several suc-
cessful lawsuits against Ohio which ham-
pered the State's efforts to control Med-
icaid costs.

HRD-78-98
OCTOBER 23, 1973




COMI*TROLLER GENIRAL CFf THE UNITED STATSS
WASHINGTON. D.C. 20848

B-~164031(3)

T> the Governor of Ohic, the
Speaker of the Ohio House of
Representatives, anéd the

President of the Ohio Senate

This report presents the results of our comprehens.ive
review of Ohio's Medicaid program. The report identifies
several areas of program administration which could be im-
proved to help vontrol the State's Medicaid program. The
Onio Department of Public Welfare which administers the
Medicaid program has accepted our recommendations and
their implementatior should prove beneficial to program
administraticn. To fully imploment our recommendations
several changes to State law will be necessary. The
Department has informed us that it hax requested or will
request chese legislative amendments.

We made the review at the request of the Governcr of
Ohio, the Ohio Legislature, and the Ohic congressional
delegation.

Copies of the report are being sent to the Director
of the Ohio Department of Public Welfare, the Ohio Legis-
lative Budget Office, the Ohio Office of Budget and Manage-
ment, the Auditor of Ohio, and other interested parties.

Sin ly yours

-

A /7

Comptroller General
of the United States



COMPTROLLER GENERAL'S IIVPRCVED ADMINISTRATION

REPORT TO THE COULD REDUCE THE COSTS OF
STATE OF OQOHIO " QHIO'S MEDICAID PROGRAM
DIGEST

Ohio's Medicaid program was not complying with
Federal and/or its own policies., It used
incorrect eliaibility criteria and pro-
cedures which resuvlted iv. abont 26,000
ineligibles receivinre Medicaid and manv

who should have been eligible were denied
benefits. (See ppr. 9 and 11.) Ohio could
save several million dollars by improving
nroarams3 related to eligibility determi-
natinns. For example:

-~-About $1 m.llion in cash assistance pay-
ments and an unilctermined amount of
Medicaid funds could have been saved
by expedi:ing the recipient hearing
procecs. (See p. 41.)

--About $84,00) a year in State and county
funds in Hamilton County alone could
have been saved by &érranging to obtain
Feceral sharing in the cost of medical
services provided to general assistance
recipients subsequently determined to
be eligible for Medicaid. (See p. 42.)

In the eligibility determiration area, the
State has implemented our proposal to
automatically terminate 4-month Medicaid
extension cases which should save about
$2.75 million a vyear.

GAO found that rerorts which were used to
set nursing home payment rates included
many unallowable costs. This inflated
payments to nursing homes. GAO found that
25 percent of cost items it audited in 10
nursing homes were unallowable. Ohio's
desk audit procedures disallowed only 60
percent of these unallowable costs.

(See ch. 7.)

. U moval, the report - -
. e be noted heroon. i HRD-78-98



While the State was overpaying nursing
trmes for the services they provided,

) found that Ohio's ceilings on nursing
Lo i@ payments were inadequate to pay for
tae services needed by recipients who
require skilled nursing. This resulted
in these recipients remaining in hospitals
and the needless expenditures of millions
of dollars each year. (See ch. 12.)

Because of lack of contrcls, Ohio had paid
some providers in excess of the amounts
allowed for Federal sharing. Also, because
of the methods used to set fee schedules
for providers, some types of Medicaid bene-
fits may not have been readily available

tc recipients. (Sze ch. 6.)

Ohio's program to control the utilization
of institutional services was designed
primarily to prevent a reduction in Fed-
eral sharing in the costs of long-term
care. Ohio was toregoing many of the
quality of care and cost containment bene-
fits of institutional utilization review.
{See ch. 10.)

The State's program of utilization control
and abuse detection for ambulatory services
was hampered by a lack of specific criteria
as to what constitutes misuse of the Medi-
caid program. GAO tested a program which
would both help assure quality and provide
more specific criteria and believes a
similar program could be beneficially

used by Ohio. (See ch. 9.)

Ohio's claims processing system lacked
edits which it should have had and con-
tained improperly programed edits. Both
of these conditions resulted in improper
claims being paid when GAO tested the
system. New computer programs added to the
claims processing system or changes to
existing programs were not properly cun-
trolied or tested leaving the system open
to errors and to employee fraud. (See
ch. 8.)
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‘The preventive health care program for
children eligible for Medicaid was not
ope-ating as effectively as it could have.
(See ch. 13.)

GAO is making a number of recommendations
to overcome the problems identified in the
review.

AGENCY COMMENTS

The State Medicaid agency accepted GAO's
recommendations and said it was in the
.process of implementing or had already
implemented many of them and was seeking
legislative authority or appropriations
necessary to implement others. (See

app. I1.)

iii



Contents

DIGEST
CHAPTER

1 INTRODUCTION
The Medicaid program
Ohio Medicaid program
Scope of review

2 INCORRECT ELIGIBILITY CRITERIA AND
PROCEDURES ADVERSELY AFFECT MEDICAID
PARTICIPATION

Background

Imposed income ceiling denies
benefits to potential eligibles

Incorrect Medicaid eligibility
criteria and procedures

Conclusions

Recommendation

Agency comments

3 STATE EFFORTS TO CONTAIN PROGRAM
COSTS BAVE BEEN HAMPERED BY
ADMINISTRATAIVE ERRORS
Benefit limitations to promote
economy and curb abuses
Long-term care facility nayment
reduction not implemented in
accerdance with State law
Potential savings through revision
of benefit programs and reimburse-
ment methods
Conclusions
Agency comments

4 NEED FOR IMPROVED MANAGEMENT OF THE
ELIGIBILITY PROCESS

Ohio's quality control reviews

Corrective action to reduce errors

Local and State administrative
manadement problems impact on
Medicaid eligibility

Conclusions

Page

N W N

11
13
14
14

15

15

16

17
20
21

22
27

29
3<



CHAPTER

Recommendations
Agency comments

5 MEDICAID SAVINGS THROUGH IMPROVEMENT
OF PROGRAMS IMPACTING ON ELIGIBILITY
Medicaid savings are avwailable
through the Medicare buy-in
program
Medicaid benefits of those em-
ployed should be terminated
after 4 months
Delays in providing hearings to
recipients resulted in un-
necessary Medicaid payments
Medicaid coverage of general
relief recipients may reduce
Ohio's medical assistance costs
Conclusions
Recommendations
Agency comments

6 IMPROVEMENTS NEEDED IN SETTING
«PAYMENT KRATES

Revised formula adopted to
prevent excessive payments
to long-term care facilities

Controls needed to prevent over-
payments to practitioners

Uniform updating of Medicaid fee
schedules needed to contain
costs and enlist provider
participation

Conciusions

Recommendations

Agency comments

7 NURSING HOME REIMBURSEMENTS BASED
ON INACCURATE COSTS
Method used to calculate reim-
bursement rate
Many homes do not submit required
cost reports
Inadequate guidance results in
inaccurate cost reports

34
34
39
41

42
43
44
45

47

47
50

56
58
59
5¢
60
60
61

62



CHAPTER

9

Importance of nursing home audits
in determiniing reasonable costs

Nursing home audit effort needs
improvement

Conclusiong

Recommendations

Agency comments

BETTER PROCESSING CONTROLS NEEDED IN
PAYING MEDICAID CLAIMS

Ohio Medicaid claims processing
system : : :

Our tests of the claims pro-
cessing system

sack of controls uver computer
program documentation and
“esting

Management and administration
reports

Conclusions

Recommendations

ag~ncy comments

CRITERIA AND STANDARDS NEEDED TO IM-
PROVE EFFECTIVENESS OF SURVEILLANCE
AND UTILIZATION REVIEW

Federal SUR requirements

Program description

Bureau activities

Our field review of Medicaid
providers

HEW review of fraud and abuse

Alternative analysis to monitor
ambulatory services

Ohio explanation of medical
benefits

Lock-in policy

Revised medical assistance card

Conclusions

Recommendationr

Agency comments

Pagg

67
70

74
74

76
76
717

80

84
84
85
85

87
88
88
92

96
101

102

106
107
107
108
108
109



CHAPTER Paae

10 BETTER USE OF CONTROL MECHAN ISMS
CAN IMPROVE INSTITUTIONAL MEDICAID
SERVICES 111
Utilization control over hospital
services 111
Utilization control over long-term
care institutions 117
Conclurions - 123
Recomniendations 124
Agency comments : 124
11 IMPROVEMENTS COULD INCREASE RFCOVERY
OF FUNDS FROM THIRD PARTIES 126
Collection efforts lacked manage-
ment direction 126
Better coordination needed with
other agencies 127
Unexplored collection potential 128
Conclusions 128
Agency comments 128
i2 POTENTIAL SAVINGS BY USING SKILLED
NURSING CARE AS ALTERNATIVE TO
HOSPITALIZATION 129

Skilled nursing care alternative
not always available to hos-

pitalized patients 129
Ways to improve skilled nursing
care program 131
Conclusions 136
Recommendations 137
Agency <omments 137
13 CHILD PREVENTIVE CARE PROGRAM NOT
OPERATING OPTIMALLY 138
Ohio's program meets minimum
Federal requirements 138
Many children do not participate
in the program 139
Ohio's program lacks sufficient
staff at some locations 140

Data needed to identiiy and
track children and evaluate

program progress 141
Conclusions 145
Fecommendation 145

Agency comments 144



APPENDIX

I

AFDC
EOMB

EPSDT

GAO
HCFA
HEW
HMO
- ICF
MAR
MMIS
PACE

PSRO

Page
Letter dated April 28, 1978, from '
Ohio Department of Public Welfare 147

ABBREVIATIONS

Aid to Families with Dependent Children
explanation of Medicald benefits

early and periodic screening, diagnosis,
and treatment

General Accounting Office

Health Care Financing Administration
Department of Health, Educaticn, and Welfare
Health Maintenance Organization

intermediate care facility

Management and Administrative Reports subsystem
Medicaid Management Information System
Physician Ambulatory Care Evaluation progrem
>rofessional Standards Review Organization
skilled nursing facility

Social Security Administration

Supplemental Security Income

Surveillance and Utilization Review



CHAPTER 1

INTRODUCTION

In August 1976 the Ohio Legislature enacted a bill
which included a section calling on the Ohio congressional
delegation to regquest us to make a comprehensive audit of
the State's Medicaid program. Subsequently, the Co~-chairman
of the Legislature's Joint Select Committee on Welfare sent
a letter to Ohio's members of Congress asking them to request
our review, which 19 of them did. The Governor of Ohio also
asked us to make a compreher.sive review of the State Medi-
caid program.

Normally, we would have declined to make such an audit
because our limited resources must be expended in the context
of our basic statutory responsibility to be directly respon-
sible to the Congress for making independent audits and
evaluating Federal programs and to provide broad coverage
to various national issue areas in addition to health, of
which Medicaid is only a part. On the other hand, we were
well aware of the rising costs of Medicaid and the resulting
financial burden being borne by the States in providing
health care to their needy citizens. We were also aware
of the problems in controlling these costs without arbitrar-
ily withdrawing or limiting needed services. We were con-
cerned with these problems and wanted to help the States
in dealing with them.

Because of our desire to be of assistance to the States
in this important area, we decided that we should accept
Ohio's request. At the same time, we notified the cognizant
congressional committees that we did not intend to devote
substantial staff resources to any additional requests for
comprehensive reviews of State Medicaid programs, at least
until the Ohio review was completed and we and the cognizant
congressional committees had an opportunity to assess the
benefits of this evaluation.

The Ohio Legislative Budget Office, the Ohio Legislative
Services Commission, the Ohio Office of Budget and Management,
and the Auditor of Ohio provided staff to assist us in this
review.



THE MEDICAID PROGRAM

Mediraid is a Federal/State program under which the
Federal (overnment pays from 50 to 78 percent of State
costs of providing nealth services to the poor. Medicaid
was authorized by title XIX of the Social Security Act
which was established by the Social Security Amendments of
1965 (Puviic Law 89-87) and became effective on January 1,
1966. Medicaid consolidated and expanded the medical assist-
ance p.ovisions of the cash assistance programs for the aged,
blind, disabled, and families with dependent children.

The States are respons.ble for designing, establishing,
and operating their Medicaid programs under the provisions
of title XIX and regulations of the Depar ment of Health,
Education, and Welfare (HEW). The law raquires the States
with Medicaid programs to provide inpatient and outpatient
hospital services; laboratory and X-ray services; physician
services; skilled nursing facility services; home health
services; family planning services; and early and periodic
screening, diagnosis, and treatment services for eligible
persons under 21 years of age. HEW requlations require
the States to provide transportacion to and from medical
providers. Title XIX also permits the States' Medicaid
programs to cover any other medical or remedial service
recognized under State law.

Medicaid can cover two groups of persons. The first
group is the "categorically needy" which includes individ-
uals who receive, or are eligible to receive but have not
applied for, cash assistance under either the Supplemental
Security Income program (SS1) or the Aid to Families with
Dependent Children program (AFDC). The categorically needy
must be covered under Medicaid, except that a State can
choose to use more restrictive eligibility criteria for aged,
blind, and disabled persons than S5SI's criteria which brcame
effective in January 1974. However, the criteria cannot
be more restrictive than the criteria used by the State in
January 1972. Ohio has elected to use this option. (Sce
P. 9 for a more detailed discussion.)

The second group is the "medically needy" which includes
persons whose income and/or resources are too high to regeive
cash assistance but are insufficient to pay for their medical
care. Ohio has not chosen to cover the medically needy.



State Medicaid plans list the eligibility criteria for
Medicaid; the amount, duration, and scope of services cov-
ered; and the methods the State will use to administer the
program. The Health Care Financing Administration (HCFA)
of HEW approves, for Federal cost sharing, State plans which
meet Federal requirements. HCFA also monitors State Medi-~
caid operations to ensure that they conform to Federal re-
quirements and the approved State plan.

OHIO MEDICAIDN PROGRAM

Ohio began its Medicaid program on July 1, 1966. During
1967 Ohio spent $50.6 million to provide medical services
to a monthly average of about 300,000 eligibles. During the
fiscal year ended June 30, 1577, the cost of Ohio's Medicaid
program was $558.5 million and covered, on the average,
73C,000 persons each month. Thus, in its ll-year existence
Ohio's Medicaid program costs had increas=d tenfold, and the
number of eligibles had increased 143 pe' "ent. Over the same
period, Medicaid costs have increased about 1,500 p=2rcent
nationwide.

Program data regarding (l) the groups covered, (2) the
benefits provided, and (3) provider participation follows.

Groups covered

Title XIX requires States to cover ceitain groups of
perscns, basically cash assistance r:cipients, and alliows
coverage of other groups at the State's option. Ohio pro-
vides Medicaid services to all its AFDC recipients. It uses
eligipility criteria more restrictive than SSI's to determine
eligibility of SSI recipients. Because this option is used,
Ohio allows aged, blind, and disabled recipients to deduct
their medical expenses from their income when determining
eligibility for Medicaid. These people become eligible once
their medical expenses have lowered their income below the
Medicaid eligibility level.

In addition to covering those groups mandated by Federal
law, Ohio has elected to cover

--persons in a medical facility who if they left tha
facility, would be eligible for AFDC or SSI,

—-—unborn children of AFDC recipients and AFDC families
with unemployed fathers, and

--persons who would be eligible €for AFDC if their work-
related child care costs were deducted from income.



As of June 30, 1977, the number of Medicaid eligibles
totaled 719,000--151,000 recipients in the SSI category and
568,000 recipients in the AFDC category.

Benefits provided

Ohio has chosen to provide a wide range of optional
benefits. The table below shows the costs .and types of
benefits provided during the year ended June 30, 1977.

Percent
Mandatory Cost of total
Inpatient hospital services $190,590,000 24,1
Physician services 62,580,000 11.2
Outpatient hospital services 40,370,000 7.2
Skilled nursing facility 13,440,000 2.4
services
EPSDT services (note a) 2,280,000 0.4
Family planning services 1,450,000 0.3
Laboratory and X-ray 1,260,000 0.2
services
Home health services 900,000 0.2
Subtotal $312,870,000 56.0
OEtioggl
Intermediate care facility $168,960,000 30.2
services
Prescribed durgs 45,570,000 8.2
Dental services 13,740,000 2.5
Other practitioners services 7,860,000 1.4
(note b)
Medical supplies and ambulances 5,490,000 1.0
Clinic services 4,010,000 0.7
Subtctal $245,630,000 44.0
Total $558,550,000 100.0
L — % — me—

a/Early anu periodic screening, diagnosis, and treatment.

b/Includes optometric, psychological, podiatric, chiro-
practic, private duty nursing, physical therapy, speech
therapy, and occupational therapy services.



Provider participation

Persons 2ligible for Medicaid in Ohio can r~ceive ser-
vices from institutions, groups, and individuals who have
signed provider agreements. A provider agreement is a con-
tract between the Ohio Medicaid program and the provider
of medical services who agrees to abide by program rules
and regulations. As shown in the following table, 26,921
providers had agreed to participate in the program as of
July 1977.

Number and location
of providers

Out of
Ohio State Total

Physicians 11,294 2,086 13,380
Dentists 3,222 113 3,335
Other practitioners 3,034 100 3,134
Pharmacies 2,151 95 2,246
Hospitals 234 1,007 1,241
Ambulances 926 87 1,013
Supplies and equipment 922 74 996
Long-term care facilities 963 4 967
Clinics 364 4 368
Laboratory and X-ray 109 24 133
Home Health agencies 1063 5 108

Total 23,322 3,599 26,921

While these figures indicate wide provider participation
among physicians and other practitioners, they ar. somewhat
misleading. Some participating providers received no payments
during the year ended June 30, 1977. The bulk of the payments
for services provided to recipients in the SSI category went
to relatively few providers, as shown in the following table.



Payments to Providers in Year Ended
June 30, 1977, for SSI Category Recipients

Providers receiving

Providers 50 percent of

receiving the payments
Type of Total payments Percent of
service payments (note a) Number total
Physician $15,150,000 11,483 643 5.6
Dental 1,890,000 2,557 82 3.2
Optometric 1,450,000 1,289 76 5.9
Podiatric 610,000 401 25 6.2

a/The number of providers receiving payments regardless of
the recipients' aid category.

The fnllowing table shows the concentration of provider
participation was even greater for Medicaid services for
recipients in the AFDC category.

Payments to Providers in Year Ended
June 30, 1977, ¥or AFDC Category Reciplents

Providers receiving

Providers 50 percent of

receiving the payments
Type of Total payments Percent of
service payments (note a) Number total
Physician $47,430,000 11,483 32 5.1
Dental 11,850,000 2,557 60 2.3
Optometric 3,980,000 1,289 58 4.5
Podiatric 860,000 401 13 3.2

a/The number of providers receiving payments regardless of
the recipients' aid category.

These statistics show that a relatively small numker of
physicians and other practitioners provided the bulk of the
services for Medicaid.

SCUPE OF REVIEW

Our review was directed at ascertaining the effective-
ness of Ohio's management of its Medicaid program. ‘Je re-
viewed almost all aspects of the Medicaid program, but we



emphasized (1) the claims payment system, (2) utilization
control of medical services, (3) recipient eligibility deter-
minations, and (4) the processes used to determine provider
reimbur sement rates.

Our review was conducted at HEW headquarters in Washing-
ton, D.C.; the HEW regional office in Chicago, Illinois; the
Ohio Departments of Public Welfare, Health, and Mental Health
and Mental Retardation; local welfare offices in Franklin,
Licking, Mercer, and Montgomery Counties; Erofessional Stand-
ards Review Organizations covering the metropolitan areas of
C1n01nnat1, Columbus, and Toledo, the two contractors making
nursing home utilization reviews; and selected medical pro-
viders.

We reviewed Federal and State legislation, regulations,
guidelines, policy, and procedures relating to Medicaid. We
also reviewed and analyzed reports, records, and other data
pertaining to Ohio's Medicaid program and held discussions
with Federal, State, and local officials responsible for
administering the Medicaid progranm.



CHAPTER 2

INCORRECT ELIGIBILITY CRITEPIA AND PROCEDURES

ADVERSLY AFFECT MEDICAID PARTICIPATION

A State's Medicaid eligibility requirements largely
determine how many citizens will participate and the program's
cost. From January 1974 until August 1977, Ohio used eligi-
bility requirements and procedures which conflicted with
Federal law and regulations. As a resulc, many po>rsons who
should have been eligible for Medicaid were not and mony
citizens received benefits 75 would not have been eligible
if the State's procedures .2 consistent with Federal regu-
lations. 1In 1977 about 26, .J0 citizens received Medicaid
even though their eligibility was questionable.

While conflicts between Ohio's eligibility criteria and
Federal law and regulations have existed sirce January 1974,
the Department of Health, Education, and welfare did not
advise the State agency to correct them until December 1975.
At that time, HEW told Ohio to immediately remove a gross
income limit the State agency had imposed in January 1975.
Under this limit, indiviluals could be ineligible even .f
authorized deductions brought them below Medicaid's ne. in-
come eligibility criteria. Despite this and subcequent direc-
tives, Ohio continued to administer its MedicaiAq eligibility
Process incorrectly until a U.S. district court ordered the
State agency to stup using the gross income limit. HEW did
not recognize other incorrect eligibility procedures until
November 1976 when the State agency officials sought c¢lari-
fication of Federal policy.

In an effort to correct the errors in Ohio's Medicaid
eligibility process, the State agency encountered problems
with its interpretation of the provisions of State law and
the wishes of the State's legislature. Consequently, a
State court decision and legislative actisn nullified a major
effort to revise the State's eligibility process, several
days before implementation in July 1977. Because the State
agency's revisions were not implemented, aspects of Ohio's
Medicaid elimibility determination process continued to con-
flict with F«. .aral regulations and needed revision. N



BACKGROUND

Title XIX of the Social Security Act established the
Medicaid program and provided the States with Federal grants
to furnish medical assistance to individuals receiving finan-
cial assistance and others whos2 incomes and resources are
insufficient to meet the cost of medical care. Medicaid eli-
gibility is linked to the federally assisted Aid to Families
with Depende:* Children program and the Federal Supplemental
Security Income program for the aged, blind, and disabled.
Generally, States must cover all cash assistance recipients

f these programs; however, they can limit Medicaid's cover-
age of SSI recipients by using more restrictive ecligibility
standards than those applied by SSi. States exercising thic .
option are required by section 1902(f) of the Soc:ial Security
Act to allow all aged, blind, and disabled persons the oppor-
tunity to establish Medicaid eligibility by subtracting in-
curred medical expenses from their income. This requirement
is commonly referred to as a "spend-down" procedure. Regard-
less of the method employed, no State Medicaid eligibility
criteria for the aged, blind, and disabled categorically
needy can be more liberai than SSI's. The State's medical
assistance plan, which states its Medicaid eligibility re-
quirements, was approved by HEW for implementation in January
1974.

IMPOSED INCOME CEILING DENIES
BENEFITS TO POTENTIAL ELIGIBLES

In 1973, Ohio opted to restrict its coverage of the
aged, blind, and disabled to avoid an expected increase in
Medicaid expenditures due to the broader scope of the SSI
program. Consequently, the State agency established a spend-
down program beginning in January 1974, but in Januarvy 1975
it imposed a $438 limitatior on the monthly gross income an
applicant or recipient could have to remain eligible for
Medicaid; that is, these individuals were not permitted to
spend down. As a result, persons who should have received
Medicaid in Ohio d4id not.

HEW was not aware of Ohio's gross income restriction
until May 1975, when an association of homes for the aged
requested an interpretation of Federal policy. In December
1975, HEW notified the State agency that its practice of
not allowing aged, blind, and disabled individuals with in-
comes in excess of $438 to receive Medicaid benefits after



spending down did not conform with Federal law and regula-
tions. HEW advised the State agency that existing procedures
must be modified tc conform with Federal regulations. HEW
explained that when States did not automatically cover SSI
recipients under Medicaid, they must permit the aged, blind,
or disabled to spend-down. The State agency questioned HEW's
interrretation of the Federal regulations and did not remove
the income ceiling.

In June 1976, while the State agency was disputing this
compliance issue with HEW, a disabled individual filed a
suit in a U.S. district court contesting the legality of
Ohio's gross income limitation on Medicaid eligibility. The
plaincviff, who was confined to a nursing home, was termi-
nated from Medicaid when an increase in his Veteran's pension
raised his income over the State's $438 ceiling. 1In February
1977, the court declared that Ohio's gross income ceiling
did not comply with Federal law. The plaintiff was awarded
court costs and the State was permanently enjoined from
failing to provide Medicaid to him as long as his incone,
after medical expense deductions, did not exceed the State's
income standard. The court denied the plaintiff's motion
to certify this case as a class action yet noted in its
decision:

"* * * that the declaratory judgment aspect of this
Order will require the defendents [State Agency] to
modify their treatment of all those who are similarly
situated in a manner not inconsistent with said
declaratory judgment."

The State agency, however, did not direct the county
welfare departments to allow all aged, blind, ard disabled
individuals to spend-down because in its opinion the U.S.
district court's order did not specifically require such
action. Consequently, in June 1977, nine plaintiifs brought
a second suit in a U.S. district court as a class action to
enforce the decision reached in the earlier case. 21ll plain-
tiffs had been terminated from Ohio's Medicaid program, sub-
sequent to the earlier decision, because their gross income
exceeded the $438 limit. The court issued a temporary re-
straining order on behalf of the plaintiffs and their class
which prohibited the State agencv from using the income
ceiling. The State agency advised all county welfare depart-
ments to comply effective June 7, 1977.
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In November 2376, HEW and State officials met and agreed
that Ohio must allow all aged, blird. and disabled individ-
vals an opportunity to spend-down their excess income as
long as the State retained eligibility requirements more
restrictive than SSI's. Fearing a major increase in Medicaid
expenditures if the %438 gross income ceiling wvas eliminated,
State officials asked BEW to explain how the State might
adopt SSI eligibility criteria and, thus, elimirate the need
for a spend-down program. Meetings were held with Social
Security Administration (SSA) officials to discuss using
SSI eligibility criteria for SSI-related Medicaid applicants
and recipients. Public hearings were held on the proposed
revisions during February 1977, and the State agency signed
a contract with SSA in Macch 1977. The new eligibility re-
quirements and SSA's administration were to become effective
July 1, 1977, but because of a State court order and State
legislative action which prohibited the State from entering
into the agreement with SSA, SSA did not assume administra-
tion of eligibility determinations.

INCORRECT MEDICAID ELIGIBILITY
CRITERIA AND PROCEDURES

In November 1976, HEW found that Ohio's treatment of
income and resources of Medicaid applicants who resided with
their families was more liberal than SSI's, which was pro-~
hibited by Federal regulations. While Ohio re<stricts income
and rescurce requirements for Medicaid eligibility to levels
below S3I's levels, the State's procedures used to compute
an appiicant's available income and resources are more liberal
tnhan 5SI's. Consequently, about 26,000 aged, blind, and dis-
abled persons received Medicaid in Ohio who were ineligible
for SSI benefits. The following example illustrates Ohio's
income adjustment procedure and the correct SSI method.

A husband and wife apply for Medicaid. He is 60 years
0old and receives $210 a rionth in Social Security disability
benefits. His wife is 65 years o0ld and receives $150 a month
from Social Security retirement benefits. Assuming all other
eligibility factors are met, the followirg income determin-
ations would be calculated.



Chio Medicaia

Husband $210.00
Wife +150.00
. ~Total income
-146.00 -Family disregard
$214.00 $107.00 -Prorated share (each spouse)
-20.00 -Unearned income disregard
— (each spouse)
$ 87.00 -Net countable income (each spouse)

By comparing nat countable income ($87.00) to the Medicaid
individual need standard of $146.00, both are eligible for
Medicaid.

ss1
Husband $210.00
Wife +150.00
$360.00 -Total income
- 20.00 -Unearned income disregard
. -Net countable income

By comparing net countable income of $340.00 to SSI's $284.10
couple standard, both are ineligible for SSI and would have
to spend down in order to become eligible for Medicaid under
Ohio's Statz Medicaid plan.

As shown in the example, Ohio permits disregardinc $146
monthly for family expenses for an applicant who is a member
of and resides with a family group. After this disregard is
deducted, the remaining income is prorated (divided egqually
among all family mr abers). From the pror -ed share a $20
uncarned income disregard is deducted for personal expenses.
If an applicant is working, the firsc $65 plus one-~half of
the remaining earned income is ded-.ucted instead of the $20
unearned income disregard. 1In contrast to Medicaid, SSI
disregards only $20 if the applicant is not working or $65
plus one-half of earned income if the applicant is employed.
Also, SSI does not prorate either family income or resources.
As noted above, only couples and families have this advantage
since 21 single individual would be allowed only the $20 un-
earned income disregard or the $65 plus one-half earned income
disregard in either the Ohio Medicaid or the Federal SSI
program.
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To correct the eligibility compliance problems in its
Medicaid program, the State agency proposed to implement a
contract in July 1977 which would have had SSA determining
Medicaid eligibility for SSI recipients. As a result, the
State estimatad about 26,000 aged, blind. and disabled Medi-
caid recipients would lose their benefits, and approximately
34,000 SSI recipients who previously were required to spend-
down to become eligible for Medicaid because of the State's
more restrictive requirements would become automatically
eligible for the program.

In Jduly 1977, the Ohio State Legal Services Association
filed cuic in an Ohio State court on behalf of the Medicaid
recipients who would lose their benefits. The plaintiffs
claimed the State agency's proposed adoption of SSI eligi-
bility criteria, elimination of the spend-down program, and
SSA determination of Medicaid eligibility conflicted with
State law. On July 28, 1977, the court ruled that Ohio's
contract with SSA was void because State law required county
welfare workers to determine Medicaid eligibility.

At about the same time, Ohio's Legislature reaffirmed
its decision to retain the State's more restrictive Medicaid
eligibility requirements and State administration of the
eligibility process. On August 1, 1977, the State agency
rescinded all »revious instructions issued to implement the
contract with SSA and to revise incorrect Medicaid eligibility
determination procedures. The gross income limitation for
Medicaid eligibility was removed, but the incorrect procedures
for determining eligibility for couplecs and families were
not revised.

CONCLUSIONS

Ohio's Medicaid eliigibility criteria for needy aged,
blind, and disabled citizens implemented in 1974 were inten-
tionally designed to restrict SSI recipients from partici-
pating as a means of controlling Medicaid costs. One pro-
vision which was added a year later, a maximum gross income
ceiling, not only limited participation but did so contrary
to Federal law and regulations. Some of the State's eligi-
bility procedures were also incorrect and, as a result,
many recipients who received Medicaid were ineligible.

Correcting Ohio's Medical Assistance Plan has involved
concerned citizens, the State agency, HEW, the State court
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system, and the Federal court system and has taken several
years. Some procedures were still incorrect as late as

April 1978. Much of the delay in correcting the deficiencies
can be attributed to HEW's failure to recognize them and an
unwillingness to insist upon prompt revisions. The State
agency's dispute of HEW and Federal court interpretations of
Federal law and regulations also impeded timely correction.

The State agency's major effort in July 1977 to revise
Medicaid eligibility determinations and to comply with Federal
regqulations did not fully consider existing State statutes.
Thus, several days before implementation, this plan was
nullified and abandcned. Consequently, Ohio had to begin
again in August 1977 to revise the State's Medicaid eligi-
bility determination process.

RECOMMENDATION

We recommend that Ohio revise its Medicaid eligibility
requirements and determinaticn procedures to comply with
Federal regulations. The State should consult with HEW on
necessary revisions so that the process may be accomplished
quickly and accurately.

AGENCY COMMENTS

The State Medicaid agency, in commenting on our report,
said that many of its problems with eligibility resulted
from unclear Federal regulation= and unworkable Federal pol-
icies. The State also cited the ract that HEW had approved
its State plan which included the incorrect eligibility cri-
teria which was later disputed. The State said it would
correct its eligibility deficiencies as soon as HEW tells
it in writing how to do so.

We agree with the State that many eligikility rules for
Medicaid are quite complex. We also agree that HEW's manage-
ment of and assistance relating to the State's eligibility
criteria could be improved.
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CHAPTER 3

STATE EFFORTS TO CONTAIN PROGRAM COSTS

HAVE BEEN HAMPERED BY ADMINISTRATIVE ERRORS

Ohio has limited many of its benefits in its efforts
to contain the .arge yearly increases in Medicaid costs.
Because these limitations have not always resulted in suf-
ficient savings to balance Medicaid budgets, Ohio has occa-
sionally tried to temporarily cut Medicaid benefits and
reimbursement rates for providers. These efforts have been
only partially successful because Ohio did not follow pro-
cedural requirements.

Ohio is curreﬁtly considering and/or testing alterna-
tives to its benefit structure and reimbursement methods
which advocates claim will reduce Medicaid costs. In
attempting to implement these measures, the State needs
to be careful to avoid the administrative errors that have
hampered past efforts.

BENEFIT LIMITATIONS TO PROMOTE

ECONUMY AND CURB ABUSES

The Ohio Medicaid program has imposed several limita-
tions on the use of benefits which are primarily designed
to promote economy and curb abuses. The following are some
typical examples:

--Inpatient hospital services are limited to those days
determined to be medically necessary and to 60 days
per spell of illness. (The period between initial
hospitalization and such time as the recipient has
not been in a hospital at least 60 consecutive days.)

--Office visits by a recipient to a single practitioner
are limited to four a month without prior authorization.

--Drugs are limited to 5 refills which must be obtained
within 6 months after the date of the original pre-
scription.

--Prior authorization is required for many dental and

vision services and types of medical supplies and
equipment.
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~-Vision care examinations are limited to 1 per year
for children and 1 avery 2 vears for adults.

Ohio was considering, but as of April 1978 haé not im-
plemented, other restrictions including:

--Establishing a copayment system under which individual
payments to providers of optional benefits, such as
vision, dental, foot care, and prescribed durgs, would
be reduced by amounts ranging from $0.50 to $8.00.

--Requiring second opinions on selected surgeries iden-
tified as often being unnecessary, such as tonsilec-
tomies and hysterectomies. 1/

--Requiring a recipient identified as a program abuser
or overutilizer to receive care from only one physician
of the recipient's choice.

LONG-TERM CARE FACILITY PAYMENT
REDUCTION NOT IMPLEMENTED IN
ACCCRDANCE WITH STATE LAW

Claiming a lack of sufficient funds, the Ohio Medicaid
program implemented in July 1975 a formula for reimbursing
long-term care facilities at rates lower than those authorized
by State law. This formula was used for only 5 months because
the program reported that extra funding had become available
by December 1975 which permitted the reimbursement rate cuts
to bhe canceled.

Ohio law allowed the reimbursement formula for long-term
care facilities to be revised, provided certain procedures
were followed. A group of facility owners sued the State
in Sep:ember 1975 alleging that the Ohio Medicaid program
failed to follow these procedures. In March 1977, a State
court of appeals reversed a lower court decision which had
upheld the action of the Ohio Medicaid prcgram. Specifically,
the court of appeals found that:

1/In October 1977, HEW also emphasized obtaining a second
~ opinion befor~ elective surgery is performed.
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--The program did not obtain controlling board (a parel
of six members of the Ohio legislature and a member
of the executive branch) approval before the formula
was implemented and without such approval, implemen-
tation could not be legal.

--The ©¢: mula used in implementing the reductions af-
fected some facilities more than others, and thus,
did not meet the State requirements for a pro rata
reduction.

The State appealed this decision to the Ohio Supreme
Court. On June 21, 1978, the court ruled that the State
had to pay the nursing homes the reimbursement rate author-
ized by the legislature. The decision required the State
to make retroactive paymeiits to the facilities which could
run as high as $14 million.

POTENTIAL S..VINGS THROUGH REVISION
OF BENEFIT PROGRAMS AND REIMBURSEMENT

METHOUS

Ohio is studying alternatives to its current benefit
program and reimbursement methods that may eventually help
to limit Medicaid costs. Three of the alternatives being
considered are discussed below.

Pro3pective reimbursement

Ohio is considering a prospective reimbursement method
for paying hospitals for services provided to Medicaid re-
cipients. Prospective reimbursement entails establishing
before the applicable period the rate the provider will be
reimbursed. Prcoponents of prospective reimbursement believe
that the rewards and penalties of such a system will motivate
hospitals to allocate resources more efficiently without
compromising the quality of their services.

A HEW study or seven operating prospective reimbursement
systems completed in 1976 concluded that:

--Prospective reimbursement systems seem to slow the
rate of increase in hospital costs.

--The impact of prospective payment is not always the

same; some systems contain health care cocts more
effectively than others.
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--The amount of savings that can be attributed to
prospective reimbursement is small relative to the
trend in total health cost increases.

--No evidence exists tha+ prospective reimhursement
causes quality of care to deteriorate.

An advisory group to the State Legislature reported in
April 1977 that prospective reimbursement was a feasible means
for reducing the rate of increase in hospital costs. It re-
corvended that full implementation be accomplished by July
197% and that an optimum system should involve

--a uniform accounting system and data base, 1/

coordination with health planning and capital expend-
iture review mechanisms,

~-participation by all third-party payers, and
--mandatory participation by all hospitals.

Health Maintenance Organizations

Health Maintenance Organizations (HMOs) provide compre-
hensive health services--either directly or indirectly--to
thei~ enrollees and are comp: 1sated on the basis of prepaid
per person rates. Accorcing to HEW, evidence has been accum-
ulated which shows that dMOs can reduce the use of expensive
services, such as hospital care, by emphasizing preventive®
and ambulatory services. The areater use of ambulatory ser-
vices, as opposed to inpatient services, helps to contain
health care costs for those enrolled in HMOs. Moreover,
because the HMO has a limited number of enroilees paying
a limited capitation rate, itec financial solvency is not
dependent on the number of illnesses it treats but rather
on its ability to maintain health.

1/Public Law 95-142 requires the Secretary of HEW to estab-

" lish a uniform reporting system for hospitals and other
types of providers, including a uniform chart of accounts.
HEW is supposed to develop this uniform system by October
1978.
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During fiscal year 1978, the Ohic Medicaid progam
entered into a contract with an HMO to provide medical ser-
vices to Medicaid recipients on a demonstration project
basis. If successful, Ohio would then use the demonstration
contract model to approach other HMO providers in Ohio to
provide medical services to Medicaid recipients. However,
even if the demonstration project is successful, the use
of HMOs does not appear to offer much immediate potential
savings in Medicaid costs because Ohio had only four licensed
HMOs as of June 1977, These HMOs had service areas which
covered only two of Ohio's five metropolitan areas and only
five nonmetropolitan counties.

Adult foster care homes

In response to evidence showing that many Medicaid
patients in long-term care facilities can live in other
settings, Ohio is considering various alternatives, such as
establishing certified adult foster care homes. 1In theory,
these homes would save the State money because its costs
to cover foster home care would be less than its share of
Medicaid payments to a long-term care facility. However,
this proposal had not been initiated at the time of our
fieldwork becanse the State believes several matters needed
tn be resolved first, including:

--Providing funds and staff for such tasks as writing
the policies and procedures, certifying the homes,
and administering the program.

--Evaluating the possibility that savings would not
result because the foster care homes could house
eligible recipients other than those who would have
been institutionalized in medical facilities.

Cn November 23, 1977, a State law became effective which
allowed the State Medicaid agency to establish alternatives
tc institutionalizaticn projects. As of May 1, 1978, the
State agency had two projects which contained adult foster
care programs. Three similar projects were being developed.
The State had established a $1.5 million fund for alternatives
to institutionalization projects.

CONCLUSJONS

Ohio's efforts to contain Medicaid costs have involved
(1) restricting benefits to promote efficiency and curb
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abuses, (2) reducing temporarily benefits and payments to
balance budgets, and (3) studying alternatives to existing
benefit programs and reimbursement methods. If Ohio decides
*2 implement further restrictions, reductions, or alterna-~

ives, it should be careful to avoid the pitfalls such as
apparent failure to comply with State law concerning reim-
bursement methods encountered while implementing the temporary
payment reductions during 1975.

AGENCY COMMENTS

The State Medicaid agency said that if it had to imple-
ment reductions again, it would certainly approach the task
somewhat differently. It pointed out that the types of cost
containment efforts undertaken were relatively new to the
State and that the experience gained should prove useful in
the future.
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CHAPTER 4

NEED FOR IMPROVED MANAGEMENT

OF THE ELIGIBILITY PROCESS

Some ineligible recipients have received Medicaid pay-
ments because they iisrepresented their circumstances or
agency employees made errors in determining eligibility.
Despite Ohio's efforts to reduce ineligibles, it has one
of the highest ineligibility rates in the Nation.

The Department of Health, Education, and Welfare re-
quires Ohio to have Medicaid and Aid to Families with Depen-
dent Children quality control systems to ensure the proper
expenditure of public assistance funds by identifying unac-
ceptable performance and recommending corrective actions.
The HEW quality control procedures do not differentiate be-
tween technical errors and substantive errors. True program
losses due to ineligibility are, thus, overstated. 1/

From April to September 1976, Ohio reported, bacsed on
its quality control sample, that about $34.4 million had
been expended on services for ineligibles. We adjusted this
amount by deleting technical overpayments which resulted in
estimated erroneous payments of about $15.2 million. Also,
because of the nature of the problems which caused ineligi-
bility, our $15.2 million estimate probably overstates
potential Medicaid savings available from eliminating
ineligibles.

Although Medicaid is a State designed and supervised
program, eligibility in Ohio is determined locally by 88
county welfare departments. The management of county offices
directly affects errors in Medicaid and other welfare pro-
grams. Our visits to three counties disclosed several com-
mon problems including high workload, high staff turnover,
inconsistent emphasis on training, lack of quality control,
and poor communication with the State agency. Until Ohio
takes action to minimize these problems, significant errors
will continue in the Medicaid program.

1/ We previously reported (see HRD-76-164, Aug. 1, 1977) that

T a similar problem existed in the method for reporting sav-
ings associated with reduced AFUC ineligibles under AFDC's
guality control program.
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OHIO'S QUALITY CONTROL KEVIEWS

Quality control, as used by public assistance agencies,
is an adoptior of a technique which is used widely in indus-
try for evaluating and ccntrolling the guality of products
or services. Ohio uses a quality control system developed
by HEW to help insure proper and correct expenditures of
public assistance funds by identifying unacceptable perform-
ance and ineffective policies and correcting them. These
objectives are accomplished by

--ccntinually reviewing recipient eligiblity through
statewide statistically reliable sarovles of payments
and medical claims;

--periodically assembling and analyzing review findings
to determine the incidence, dollar amount, and cause
of eligibility and overpayment errors; and

--formulating and applying corrective actions to reduce
errors.

Ohio has separate quality control systems for each of its
two major public assistance programs--AFDC and Medicaid. 1In
general, the methcds employed by both programs are similar.

Effective July 1, 1975, Federal requlations mandated that
States initiate quality control programs for Medicaid. Since
then the Bureau of Quality Control within Chio's Welfare De-
partment has been responsible for sampling and analyzing Medi-
caid cases. HEW's Medicaid quality control system is modeled
after its AFDC quality control program except that Medicaid
Cases were selected from paid claims instead of monthly public
assistance checks. Each paid claim is for a specific unit
of service provided to a single recipient. States are re-
quired to use the HEW--designed quality control systems.

Ohio's quality control program involved selecting and using
statistically reliable statewide samples of about 400 Medi-
caid and 1200 AFDC cases during each 6-month reporting period.

Our review of cases determined to be ineligible under
the quality control program showed that the determinations
were generally correct. Few reports of ineligibility were
contested by the counties or changed by the State. County
officials advised us that th2 thoroughness oif quality control
procedures insures that errors will be found, but they said
county caseworkers have neither the time nor the resources
which quality control uses for each of its cases.
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Technical versus substantive
errors 1n eligibility

Errors identified during the case review process are
tabulated by number and cause and projected to total expend-
itures covered by the Medicaid quality control program. The
data is consolidated in semiannual reports to HEW which show,
among other things, the case error rate for ineligibles and
the program dollars lost due to these errors. Such rates,
however , do not accurately represent misspent public funds.

Quality control review findings indicate that the major
cause of Medicaid eligibility errors is excess perscnal
resources. In Ohio, Medicaid eligibility is restricted to
those whose personal resources do not exceed

--$300 in liquid acsets (cash, savings, bonds, etc.),

--$500 in face value of life insurance or a $800 burial
contract, and

-—-$2,250 in total personal resources.

These requirements result in a high incidence of techni-
cal and temporary ineligibility which is reflected in Ohio's
error rate--technical because an eligibility requirement is
often exceeded only by a nominal amount, and temporary because
once realized and adjusted by the recipient (by disposing
of excess resources), the discrepency does not affect the
actual Medicaid eligibility of the recipient.

An example of such an error is the $25-monthly personal
allowance for institutionalized recipients. Recipients can
keep this amount to purchase personal items such as clothes,
notions, cigarettes, etc. The funds are often maintained by
the institution. Frequently, the recipient does not spend
this allowance and it is accumulated by the institution.
Within 13 months, the recipient's personal allowance can ex-
ceed the $300 liquid assets limit for Medicaid causing tech-
nical ineligibility for further benefits. Spending the excess
amount restores Medica.d eligibility.

While a mechanism does exist to assign the excess re-
sources to the cost of care, most county welfare departments
are not sufficiently staffed to monitor affected cases and
to make this adjustment. Similar problems exist in interest-
bearing savings accounts, life insurance policies, and burial
coniructs,
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The Ohio Medicaid quality control report covering the
April to September 1976 period estimated that 20.9 percent
of institutional claims were paid on behalf of ineligibles
and that erroneous payments for these claims totaled about
$30.3 million. For noninstitutional claims, the estimates
were 15.3 percent and 34.1 million, respectively. However,
HEW's quality control repnrting criteria does not differen-
tiate between technical and substantive eligibility errors.
Consequently, the corputation of proqgram error rates and
and related dollar loss in the Medicaid program can be
misleading because the total amount of the claim is used in
computing dollar loss, instead of the amount by which resource
limits are exceeded. Therefore, we decided to analyze the
quality control cases to determine the extent of "technical
errors”™. For the 76 cases found ineligible by quality con-
trol, our analysis showed that the errors were in the follow~
ing categories.

Range of amounts in

Reason for Number of excess of limits
ineligibility cases Low High
Amount in checking and/or 26 $6 $5,841

savings account(s) exceeds
$300 liquid assets limit

Amount in personal allowance 14 6 472
account maintained by

nursing home exceeds $300

liquid assets 1l.zit

Life insurance with face 7 244 4,500
value over $500, burial

agreement valued over $800,

or having both life insurance

and burial agreement

Income, normally from pensions, 7 9 85
higher than reported causing

spend-down amount to be

incorrect

Having more than $300 in cash 4 347 1,018
Owning unallowable real 4 1,140 12,800
property
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Range of amounts in

Reason for Number of excess of limits

ineligibility cases Low High
Ineligible because of 1living 1 Not Not
arrangements applicable applicable
A combination of two or more 13 §22 $2,175

of the above

We considered all of these cases, except for a few with
large excesses, to have elements nf technical ineligibility
because recipients cculd become eligible by spending only a
small amount of funds.

We adjusted the amounts the quality control study
showed to have been erroneously paid to include only the
amount by which the limits were exceeded in order to esti-
mate the amount of funds which could be zaved by eliminating
ineligibility. For example, quality control found one $4,200
claim to be ineligible for payment because the recipient had
a savings account which exceeded the $300 limit by $18.77.
The entire $4,200 payment was classified as erroneous by
quality control but, since the person would have had to spend
only $19 to become eligible, we considered only the $19 to
be an erroneous payment.

Quality control found another case ineligible because
a woman had a personal allowance acccunt wiiich exceeded the
$300 liquid assets limit by $22.79. Quality control con-
sidered all of the $290 claim as erroneous while we considered
only $23 as erroneous. Subseguent to the quality control
review, the recipient bought some clothing which lowered
her personal account below the ceiling and she remained
eligible for Medicaid.

After making these adjustments, we recomputed the esti-
mated amount of erroneous payments. The revised estimate
was $15.2 million or 4. percent of quality control's estimate,
made using HEW's formula, of $34.4 million.

Our $15.2 million estimate probably overstates possible
Medicaid's savings by eliminating ineligibility because many
of the ineligible individuals would not have had to apply
their excesses to the cost of medical care. They could have
used the excesses to purchase personal items, such as cloth-~
ing or radios, and, thereby, lower their resources below the
applicable limits without lowering Medicaid cxpenditures.
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We noted that, when Ohio experienced relatively high
errcr rates in AFDC eligibility determinations because of
excess personal resources, the State increased its AFDC
resource limits to lower error rates.

In order to determine if the overstating of erroneous
Medicaid payments problem was more widespread than Ohio,
we randomly selected five cther States and looked at their
Medicaid quality control reports foy the same time period.
These reports showed that similar overstatement problems
probably existed in these States because many of their in-
eligible cases resulted from the same reasons. Specifically,

--57 percent of the cases were ineligible because the
liquid assets limit was exceeded and

- =19 percent were ineligible because insurance limits
were exceeded.

HEW repo. ted estimated losses of about $1 billion from
April to September 1976 due to ineligible recipients. Based
on the results of our analyses of the Medicaid qguality control
reports, we believe it is highly doubtful that actual losses
even closely approach HEW's overall reported figures.

Families receiving AFIC must meet a variety of eligibil-
ity reguirements such as age, residence, living arrangement,
limited income and resources, and absence, incapacity, or un-
employment of one parent. The complexity of these require-
ments and the size of the client population, as well as other
factors, has led to a high incidence of eligibility errors in
some States, including Ohin. Since AFDC recipients are auto-
matically eligible for Medicaid benefits, ineligible recip-
ients can unnecessarily increase Medicaid costs.

Ohio's AFDC ineligibility error rate has steadily de-
creased. For the April to September 1973 period, Ohio
reported that 13.7 percent of all AFDC recipients were ineli-
gible for PFDC assistance. For the January to June 1977
period, the ineligibility rate was 7.8 percent.

The HEW formula for computing case error and program
loss in Ohio's AFDC program is similar to the one used fbr
the Medicaid program. This formula does not differentiate
between those errors which are substantive and lead to savings
of public assistance payments when the errors are eliminated
and those which do not. Consequently, 1eported program losses

26



to ineligibles may overstate potential savings from error
elimination. For example, eight AFDC cases we rev.ewed were
declared ineligible by quality control because a member of
the assistance group had not registered for work as required.
Following the receipt of the quality control report, the
recipients registered for work and remained eligible for

AFDC and Medicaid.

CORRECTIVE ACTION TO REDUCE ERRORS

Correc*ive action is an onyoing administrative process
which uses quality control findings to develop cost-effective
m:thods to eliminate payment errors. This process has two
dimensions (1) correction of individual sample cases found
in error and (2) the development and implementation of a cor-
sective action plan designed to identify and ¢ .minate the
causes of common errors.

Individual corrective action

Correction of individual sample cases found ineligible
is a by product of the quality control system. Such cases
are referred to the responsible county welfare department
for appropriate action, including termination. Our review
of Medicaid and AFDC cases found ineligible by quality con-
trol during 1976 showed

--some ineligibles were not terminated promptly which
caused unauthorized payments and

--the control system which was designed to ensure
prompt county action on ineligible sample cases was
not effective.

Also, hecause they met the eligibility requirements for
personal resources subseguent to the review period by apply-
ing their excess assets to provider payments or the purchase
of personal items, 48 percent of the Medicaid ineligibles
identified by quality control during the April through
September 1976 period were not terminated by the county wel-
fare departments. Six percent of the AFDC cases were simi-
larly continued in the program when wcrk registration or
other eligibility requirements which resulted in technical
ireligibility were met.

Some Medicaid and AFDC cases were not promptly termin-
ated by the counties because
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--delays occurred while caseworkers ensured the accuracy
of quality control findings,

--the recipient was exercising the right